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KEY ECONOMIC INDICATORS 
(In millions of U.S. dollars unless noted) 


Fiscal Year Ending March 31 1986 1987 1988 1989 
Projections 


Domestic Economy 


Population (millions) 3.29 3232 Scao S237 
Population growth (%) 0.1 -0.9 0.8 0.9 
GDP in current dollars 23247 28,277 36, 987 38, 486 
Per capita GDP, current 

dollars 7,066 8,517 11,040 11,481 
GDP at constant 1983 

prices 17,874 18,788 21,516 21,030 
% change (in NZ dollars) eee oo -0.2 -0.3 
Consumer Price Index 

% change 13.0 18:53 9.0 4.7 


Production and Employment { 
Labor force (1,000s) 1,611 1,625 1,657 1,679 


Unemployment (avg. % 

for year) 4.2 4.1 5.0 6.0 
Govt. financial deficit 

as % of GDP 3.2 a 2<2 22 


Balance of Payments 


Exports (F.O.B.) 5,582 6,146 7,861 8,500 
Imports (F.O.B.) 5,784 5,622 5,892 6, 700 
Trade balance ~202 524 967 1,800 
Current-account balance -1, 730 -1,067 -1,130 -800 
Foreign debt (Official) 8,080 11,669 11,968 10,000 
Foreign debt total 13,691 19,133 20,397 18,000 
Debt Service Ratio for 

official debt 18 21 22 18 
Foreign exchange reserves 1,382 4,035 3,449 3,500 
Average exchange rate for 

year (X = US$1.00) 1.93 1.87 1.61 1.65 


U.S.-New Zealand Trade 


U.S. exports to NZ (F.A.S.) 933.0 907 1,191 1,280 
U.S. imports from NZ (C.I.F.) 908.0 968 1,223 1,300 
Trade balance 25 -61 =32 -20 
U.S. share of NZ exports (%) 16.3 1.7 14.3 15 
U.S. share of NZ imports (%) 14.9 14.9 15.9 15 


Principal U.S. exports (1987): Office machines, fertilizers, aircraft, 
chemicals, automatic data processing equipment 


Principal U.S. imports (1987): 


Beef, veal, wool, lamb, fruit, fish, cheese 


Sources: Reserve Bank, Department of Statistics, Embassy projections 











SUMMARY 


The New Zealand Government’s restructuring and anti-inflation policies have 
been painful medicine for much of the economy. Real GDP fell 0.2 percent in 
the fiscal year ending March 31, 1988, and may yet be revised downward. No 
quick turnaround is foreseen in coming months with all components of GDP 
forecast to contract except for the export sector. An anticipated upswing 
in economic activity in the later months of the 1988/89 fiscal period is not 
expected to be strong enough to avoid a second consecutive year of negative 
growth. New Zealand will likely have to wait until 1989/90 to return to 
positive growth patterns. 


Much of the present economic pain results from the government’s tight 
monetary policies aimed at bringing down the rate of inflation. These 
policies have succeeded in reducing the annual inflation rate to 6.3 percent 
in June 1988 compared with 18.9 percent a year earlier. Present projections 
are for a further downward trend in inflation for at least the next 18 
months with the annual rate of inflation dipping below 5 percent by March 
1989 and down into the 3 percent range the following year. 


Investment declined in the past year, and business surveys indicate further 
contraction for the coming 12 months. In the longer term, investment 
spending may revive with easing of interest rates and stronger economic 
activity in other sectors. Consumption and real incomes are also down, but 
the heaviest impact of the present recession has fallen on employment. 
Unemployment has overtaken inflation as New Zealand’s prime 
political/economic issue. The unemployment rate has risen steadily over the 
past year, and even possible recovery next year is not expected to make any 
great inroads into the ranks of the unemployed. Although favorable weather 
conditions helped output to grow last year, agriculture is also feeling the 
pinch of the recession with many farmers being forced to leave the land. 
Agricultural activity is forecast to decline in the coming year. 


In contrast, healthy international prices for most of New Zealand’s basic 
exports have added to the nation’s trade surplus and narrowed the current 
account deficit. The country’s external debt has also fallen. However, the 
cyclical upswing in demand for New Zealand’s exports may have peaked, and 
the high value of the Kiwi dollar makes the export sector less competitive 
while also encouraging import penetration despite reduced domestic demand. 


The 40 percent appreciation of the Kiwi dollar against U.S. currency since 
1985 makes U.S. goods and services increasingly competitive in New Zealand. 
The market-led, deregulated economy offers many opportunities for U.S 
exporters and investors. Investment opportunities exist in chemicals, food 
preparation, finance, tourism and forest products, as well as in 
franchising. Best sales prospects are for computers, software, sporting 
goods and telecommunications equipment. 
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CURRENT ECONOMIC SITUATION AND TRENDS 


GDP Growth Declines: The ongoing shift of the government from a highly 
regulated to a market-oriented system while reducing the rate of inflation 
has been painful for many sectors of the New Zealand economy. Economic 
activity, which showed some resilience in the face of the government’s tight 
monetary policy during 1986/87, weakened considerably in the 1987/88 fiscal 
period ending March 31, 1988. The economy was well into recession prior to 
the October 1987 share market crash. 


Preliminary figures show real GDP fell by 0.2 percent in 1987/88. 
Manufacturing output was down by 4.5 percent from the previous year, and a 
3.6 percent decline was registered by wholesale and retail trade, hotels and 
restaurants. The agriculture and construction sectors, however, recorded 
surprising gains, growing by 5.3 and 9.3 percent respectively. Favorable 
weather conditions and continuing strong prices for commodities such as wool 
and dairy products helped boost the agricultural figures. The construction 
gain is largely a delayed effect of last year’s, pre-October office building 
boom. Despite the drop in GDP, the result for the year to March 31, 1988 
was better than many forecasters had predicted. Downward revisions to the 
GDP figures are expected to bring the final outcome nearer the 0.5 percent 
decline that was generally anticipated. 


Recovery will, at best, be slow in the months ahead. Economic growth is 
expected to continue to decline through most of the current financial year. 
All components of GDP are forecast to contract except for exports of goods 
and services which will provide some offsetting influence to the decline in 
domestic activity. Some slight recovery is anticipated in the later months 
of the period, but perhaps not sufficient to avoid a second consecutive year 
of negative growth. By 1989/90 gradual improvements in investment and 
domestic consumption coupled with continued strong export volume are 


expected to provide enough momentum to return the economy to positive growth 
patterns. 


Prices: Much of New Zealand’s present economic pain results from the tight 
monetary policies being pursued in the government’s anti-inflation drive. 
Although some of the costs of these policies in terms of higher unemployment 
and lower domestic demand have become very apparent, a more encouraging 
picture for inflation is emerging as the program begins to bear fruit. 


The annual rate of consumer price inflation fell sharply to 9 percent in the 
year to March 1988 after reaching a peak of 18.9 percent in June 1987. The 
dramatic drop resulted largely from the effects of the 10 percent Goods and 
Services Tax imposed on October 1, 1986 having finally worked their way 
through the system. However, by June 1988 the annual inflation rate dropped 


to 6.3 percent, providing solid evidence of real progress against price 
increases. 








. 


The downward trend in inflation is widely predicted to continue through the 
remainder of this year and well into next year. The rate of inflation 
should fall to below 5 percent by March 1988 and into the 3 percent range 
the following year. Several factors underlie this price projection, 
including the continued maintenance of firm monetary policies, continued low 
inflation among New Zealand’s trading partners and relatively slack domestic 
demand conditions. Further downward pressure on prices comes from the 
strength of the New Zealand dollar. Any major depreciation of New Zealand 
currency will raise import prices and accordingly the rate of inflation. 


Investment: High interest rates and the high value of the New Zealand 
dollar, both stemming from the government’s tight monetary policy, have 
impacted on investment decisions. Real private plant/machinery and 
transport equipment investment in the 6 months to December 1987 were 0.4 and 
3.5 percent lower respectively than in the first half of the year with a 
total decline of perhaps as much as 2 percent over the 1987/88 periods. In 
the agricultural sector new capital expenditure fell 20.4 percent in the 


year ended June 30, 1987, and estimates for expenditure since that time show 
declining trends. 


Commercial building activity was comparatively buoyant in the early part of 
the fiscal year but tapered off rapidly after the October 1987 share market 
crash. Residential building, which was depressed during most of the period, 
has shown some recovery in recent months. 


For 1988/89 the small recovery in residential investment is expected to 
continue, but excess office space, weakened demand and high interest rates 
are likely to lead to about a 9 percent fall in nonresidential building 
volume. Business surveys indicate further contraction in new plant, 
machinery and equipment investment over the coming 12 months. With public 
sector investment also expected to fall, total investment is likely to drop 
3 to 4 percent in 1988/89. 


Easing of interest rate costs and some response to the lower company tax 
rate implemented on April 1, 1988 plus stronger economic activity in other 
sectors make the longer term investment prospects much brighter. Investment 
expenditure on plant and equipment may well form the basis for economic 
recovery in 1989/90. The main factors driving investment would be: the 
ongoing low inflation environment; the permanent gains in efficiency 
achieved through the restructuring the economy has been enduring; a lower 
real exchange rate; and the credibility of the program to reduce government 
spending through efficiency gains in the delivery of state services. 
Present estimates call for a 2 percent growth in plant and equipment 
investment and perhaps overall investment growth of 3 percent in 1989/90. 


Income and Consumption: Increases in consumer prices and in average tax 
rates eroded real disposable income which decreased 2.2 percent between 
March 1987 and March 1988. Real private consumption weakened. Retail sales 
in the year to March 1988 were 1 percent below the previous year’s levels. 








Further drops in the consumer price index and a promised reduction in income 
tax rates should help boost disposable incomes in the coming year. Recovery 
in consumption, however, may be slow with household savings forecast to 
increase due in part to a higher level of precautionary savings because of 
current job insecurity. A small improvement in consumption is expected in 
the 1989/90 period. 


Employment: The most direct and most politically damaging impact of the 
government’s restructuring and anti-inflation policies has fallen on 
employment. Unemployment has overtaken inflation as New Zealand’s prime 
political/economic issue. 


The household Labor Force Survey showed the number of employed falling by 
30,000 in the year to March 1988, and the unemployment rate rose to 5 
percent from 4.1 percent a year earlier. By June 1988 the unemployment rate 
climbed further to 5.3 percent. Those registered for unemployment benefits 
increased by nearly 24,000 to about 102,000 in the year to March 1988 and 
reached 113,000 in the latest figures released, about 8 percent of the 
workforce. The agricultural, manufacturing, construction, trade, mining and 
transport sectors recorded employment declines over the past year. There 
was an employment gain in the finance sector, and the community, social and 
personal services sector also increased despite a decline in government 
employment. 


The situation is not likely to improve in the short-to-medium term. 
Expected further declines in government, agriculture and manufacturing 
employment may bring those registered for unemployment benefits to 150,000 
or more by March 1989. The unemployment rate as measured by the Household 
Labor Survey will probably reach 6 percent over the same period. This 
figure would likely be higher if it were not held down by net outward 
migration, mainly to Australia, as well as declines in the participation 
rate. Recovery may halt the rise in the unemployment rate by 1989/90, but 
no big gains in employment are foreseen. 


Agriculture: The agricultural sector has been in recession for several 
years, and farmers have been forced to leave the land. Despite healthy 
export demand, farm incomes have not recovered due to heavy debt levels. 
Interest remains the largest farm expenditure item. 


Nevertheless, agricultural output rose 5.3 percent in 1987/88 largely due to 
more favorable weather conditions and to the gap between falling inputs and 
outputs measured in stock slaughterings, which will prejudice midterm growth 
rates. The dairy industry recovered after a drought in 1987, with milk 
production increasing to 7.9 million tons from 7.3 million tons the previous 
year. The sheep and cattle sectors were also able to produce better stock 
weights because feed was more abundant. Production in the horticultural 


sector continues to grow as farmers attempt to diversify out of more 
traditional products. 


Output is forecast to drop slightly in 1988. Fertilizer expenditure is well 
below peak levels and stock sales are hesitant. Although sheep numbers have 








increased on the South Island as farmers moved out of wheat production, 
sheep numbers overall are about 64 million as opposed to 69 million 2 years 
ago. Meat production in the 1988 season is forecast to drop to 888,000 
metric tons from 922,000 metric tons in 1987. Foreign markets are uncertain 
with increasing pressure from the European Community to limit New Zealand’s 
access for apples, sheepmeat and butter. On the other hand, prospects for 


increased beef sales to Japan and South Korea are improving as these markets 
become less restrictive. 


External Sector: New Zealand’s trade surplus grew to $967 million in 
1987/88 from a surplus of $524 million the previous year. Improving terms 
of trade and favorable international market conditions for the country’s 
basic agricultural exports such as wool, beef, dairy, horticultural and 
forestry products, as well as strong prices for aluminum, boosted the export 
value while imports remained flat. 


The improving trade balance, however, was offset by a deterioration in 
invisibles which resulted in a marginal increase in the current account 
deficit in the year to March 1988. Nevertheless, the current account 
deficit as a percentage of GDP fell to 3.8 percent, compared with 4.1 
percent the previous year and 7.5 percent in 1985/86. The trade balance 
continued to improve in the year to June 1988, resulting in a small 
reduction in the current account deficit compared with the previous year. 


The country’s official external long-term debt dropped by 13 percent in 
terms of New Zealand dollars between March 1987 and March 1988 due to 
currency revaluation gains and repayment of some maturing debt which caused 
a reduction of official overseas reserves. Private sector long-term debt 
rose by 5 percent in the same period. As a percentage of GDP, total 
external long-term debt fell from 68.3 percent in March 1987 to 55.7 percent 
in March 1988. The government has undertaken to reduce the external debt 
further in the coming year by applying the proceeds from the sale of 
state-owned assets to debt reduction. 


It is far from certain that New Zealand can continue to maintain the hearty 
trade surplus of the past year. The cyclical upswing for most of the 
country’s basic exports, which has been largely responsible for the surplus, 
may already have peaked for some commodities. However, continued favorable 
international market conditions will be necessary to offset any downturn in 
exports that comes from EC restrictions on imports of New Zealand butter and 
lamb. If the current account deficit is to be reduced much below its 
present range of slightly over $1 billion, there may have to be a protracted 
squeeze on imports. The present recession has reduced consumer demand which 
should help hold down imports. On the other hand, the strong New Zealand 
dollar and reduced tariff and import license barriers are expected to 
increase import penetration. The value of the Kiwi dollar may drop if the 
lower inflation influences interest rates downward. This would benefit 
exporters, but the lagged effects of the strong appreciation, about 40 
percent against the U.S. dollar since 1985, will continue to affect the 
external trade situation for the remainder of 1988/89. 








IMPLICATIONS FOR THE UNITED STATES 


U.S.-New Zealand Trade: Trade between the United States and New Zealand is 
remarkably balanced. According to New Zealand Government statistics, in 
calendar year 1987 New Zealand imported $1.13 billion worth of goods from 
the United States and exported $1.09 billion of products to the United 
States. These figures represented exactly the same 15.4 percent shares of 
both total New Zealand imports and total New Zealand exports. In terms of 
international rankings, the United States is the third largest supplier 
(after Australia and Japan) of New Zealand’s imports and the second most 
important market (after Japan) for New Zealand’s exports. 


Investment Climate: The New Zealand Government welcomes nearly all forms of 
private foreign investment, particularly that which provides new technology 
or managerial skills. The Government permits up to 100 percent equity 
ownership for foreign firms and allows full remittance of capital and 
profits. The small domestic market is partially offset by the ability to 
have open access to the Australian market through the Australia-New Zealand 
Closer Economic Relations (CER) agreement. 


Many U.S. firms have found New Zealand an attractive base for profitable and 
secure investment. The American Chamber of Commerce in New Zealand 
estimates that U.S. investment in New Zealand totals at least uS$800 
million, and perhaps as much as US$1.1 billion. Petroleum refining and 
distribution and automobile assembly are the industries having the largest 
value of U.S. investment. Other important sectors are chemicals, food 
preparation, finance and insurance. Tourism and forest products also offer 
attractive opportunities for U.S. investors. 


Effective April 1, 1988, the company tax rate for New Zealand firms dropped 
from 48 to 28 percent, and the rate for branches of foreign firms from 53 to 
33 percent. These cuts in the corporate tax rates are expected to have a 
far-reaching impact on investment decisions in New Zealand. 


Franchise, Licensing and Joint Venture Opportunities: There are at present 
only a handful of U.S. franchise operations in New Zealand. Increasing 
awareness of these operations and interest among Kiwi entrepreneurs provide 
wide scope for U.S. franchise firms to expand in this country. The timing 
is excellent for U.S. businesspeople to take advantage of licensing and 
joint venture opportunities. The deregulation of trade, combined with the 
current slackening in the economy, have created excess capacity in many 
production plants, which could profitably be utilized for manufacturing U.S. 
products under license. If such business activities also lead to increased 


employment and to greater exports from New Zealand, then the investment will 
be even more welcome. 


Major Projects: Particular major project areas which offer fertile ground 
for U.S. companies are airport construction programs and air traffic control 
systems, as well as tenders for telecommunications equipment by the recently 
corporatized Telecom Corp. Major project activity is expected to continue 


to be lively, especially as construction programs and tourism facilities are 
rushed to completion in support of the Commonwealth Games, to be held in 
Auckland during January-February 1990. 


U.S. Marketing Opportunities and Best Sales Prospects: There are some 
important positive factors of doing business with New Zealand such as the 
common language, the similar cultural background, like business traditions, 
high level of education, wide income distribution and technological 
sophistication. Innovative U.S. exporters can find genuine opportunities in 
this island nation. 


A wide range of textile items have become cheaper to import into New Zealand 
as of July 1, 1988, as tariffs were removed on all imported textiles where 
there is no equivalent New Zealand-made product. Goods affected by this 
move include woven silk, cotton and synthetic fabrics, some tufted fabrics, 
towels, and industrial conveyor belting. Imports of these items are now 
valued at over $200 million and at present carry duties ranging up to 45 
percent. Women’s stretch swimwear and casual wear and men’s wool-like 
synthetic trousers are among the specialized apparel which offer good 
prospects for U.S. exporters. 


In other areas, there is revitalized interest in purchasing automated food 
preparation, processing and packaging equipment, particularly for use in the 
tourism-oriented hotel and restaurant sectors. In addition, the high level 
of computer literacy serves U.S. equipment suppliers well with opportunities 
in the computer, data communications and telecommunications fields. Telecom 
Corporation, New Zealand’s national telecommunications provider, openly 
invites U.S. firms to tender for the supply of equipment, ranging from 
novelty telephones to electronic PABXs. 


Opportunities for U.S. firms exist as well in the services sector. With the 
sweeping restructuring that is taking place in the New Zealand economy from 
a highly regulated to a market-oriented system, computer and management 

consulting services will be in demand to assist with the adjustment process. 


U.S. exporters are well placed to take advantage of the increased level of 
competition arising from the economic reforms in New Zealand, especially as 
the weaker U.S. dollar makes many items more price competitive. American 
businesspeople are invited to accept the challenge of the exciting business 
opportunities that await in New Zealand’s market-led deregulated economy. 
Broad categories of best sales prospects include mini and micro computers, 
computer software, sporting goods and recreation equipment, tourism services 
and equipment, telecommunications equipment, and specialized apparel. 


The American Embassy in Wellington, and the Commercial Office at the 
Consulate General in Auckland, can provide further information and 
assistance. First point of contact should be the U.S. Department of 
Commerce in Washington (New Zealand Desk Officer, 202-377-3647) or one of 
the Commerce district offices in major cities around the United States. 
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